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Background and general overview

Until 1991 the Socidist Federal Republic of Yugodavia (SFRJ) conssted of Six republics
Sovenia, Croatia, Serbia, Bosnia and Herzegovina, Macedonia, and Montenegro and two
autonomous provinces of Serbia Vojvodinaand Kosovo. There were large income disparities
among the former Yugodav republics. The two northern republics, Croatia and Sloveniawere
the most prosperous, and Macedonia and M ontenegro were the poorest. Within Serbia, the
autonomous province of Vojvodinawas nearly as wdl off as Croatia and Sovenia, while
Kosovo was the poorest regionin Yugodavia

Currently, the Federal Republic of Yugodavia (FRY'), soon to be the "Union of Serbiaand
Montenegro” includes the Republic of Montenegro and the Republic of Serbia. Further, the
Republic of Serbialegdly includes the provinces of Vojvodinaand Kosovo. However, on a
practica leve, there are three separate customs zones with different regulations:

- Federd Republic of Yugodaviaor FRY, but with customs regulations implemented in only
the Republic of Serbia (Including Vojvoding, but not Kosovo);

- Republic of Montenegro;

- Kosovo Province where the UN together with the local government has established
customs and tariff codes.

Thus, "Yugodavia' or "FRY" schedules and tariffs are only being applied in the Republic of
Serbiaa present. Though the Federa Republic of Yugodavia has yet to fully unite these
trading regions, the country took amajor step toward international economic integration in 2002
by enacting aliberdized trade regime.

The same three zones of regulation (Serbia, Montenegro, Kosovo) extend to plant and animal
import certification. There are three separate ingpections services implementing three different
sets of rules and regulations.

New schedules and tariffs were wholly adopted in 2002 by Serbia - with genera reductions
from earlier rates specified in 5 percent increments up to a maximum 30 percent (plus 0.5
percent as aregidration feg). Montenegro aso signed up for the liberalization agenda and took
it astep further - its 2002 tariff schedule was even more liberd than Serbia’ sregime.
Montenegro reports a zero tariff on most agricultura products, while customs registration fees
are 1 percent. Kosovo has its own customs and tariff codes regulated by UNMIK and the local
government. Kosovo reports a 15 percent customs tariff on al products plus additional VAT
rates depending on the product.

Starting in July 2002, Serbia (without Kosovo) began Montenegro are negotiating to adopt a
new Congtitutional Charter that will define new relations between the two republics. The two
republics will in the future be joint but they will maintain separate monetary systems, separate
central banks, and separate currencies. On the other hand, the two republics will share ajoint
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customs system, foreign trade policy and free trade. Customs tariff rateswill gradudly increase
in Montenegro and decrease in Serbia over the next three years in order to maich prevailing

customs ratesin the EU and to prepare for WTO accession.

Economic indicators

After adecade of paliticd and economic ingtability, Y ugodavia returned to a democraticaly
elected government in October of 2000 with the first democraticaly eected government. This
government (the DOS codlition) started an uphill trangition period of politica, economic and
socid reforms. The mogt Significant results of these reforms have been achieved in the palitica
system and the economic sector with significant issues till pending such as socid welfare and
unemployment. The Serbian Republic’s economic gods could be summarized as follows.

Quick return to internationd financid organizetions,

- Consolidation of public finances;

- Macro-economic stabilization;
Regular payments of budgetary obligations;
Adoption of systems and laws related to the continuation of reforms.

The most recent available macroeconomic data provide a positive picture for near term grouth
making Y ugodavia an attractive environment for business opportunities.

Indicators Year 2000 Year 2001
GDP growth rate 6.4% 5.5%
GDP actua USD 8.1 hillion (IFM) USD 10.8 hillion
GDP per capita USD 966 USD 1,020
Industria production 10.9% 6.0%
growth rate
Inflation and retail level 113% 39%
Unemployment rate 27.3% 27.8%
Rea; net wage increase 5.5% 12.6%
Average net wage (EURO) | 46 125
Exports increased 15.6% 11.0%
Imports increased 13.8% 28.55
Exportsin billion USD 1.7 1.9
Population 10.2 million
UNCLASSFIED Foreign Agricultural ServicelUSDA
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Rate of exchange 61.5 dinar = USD 1.00
Agricultural Sector

The agriculturd sector is one of the most important sectors of the Y ugodav economy. The
increase in the Gross Domestic Product (GDP) in 2001 was 5.5 percent in Serbiaand 3.5
percent in Montenegro. Theincreasein GDP in Serbiais owed, above al, to agood 2001-
2002 farming season. The 25 percent increase in agricultura production in 2001 was the result
both of good weather conditions and increased investment in that sector, budgetary subsidies,
and correction of existing price disparities.

Facts and Numbers (for the Republic of Serbia only)

Agriculturd land covers 5.7 million hectares of which 4.9 millionisarable land. Farmland
comprises 70% of the total surface area of Serbia, while 30% iswoodland. Currently 85% of
land isin private hands. The climate is temperate continenta. Average annud precipitation
ranges from 600mm to 800mm in the plains and between 800mm and 1,200mm in the
mountains. Land and climate conditions are highly conducive to the development of agriculturd.
The plains of Vojvodina, Kosovo, Metohija, Pomoravlje, Posaving, Tamnava, Krusevac and
Leskovec offer favorable conditions for mechanized field crop farming and vegetable
production. Rolling hillsin the South support fruit and wine production and livestock breeding.
The hills and mountains of Zlatibor, Rudnik, Stara Planina, Kopaonik and Sar are attractive for
developing sheep and cattle production and forestry.

The Republic of Serbiahas atotal agriculturd labour force of 1.3 million or 17.3% of the tota
population. According to the latest data, most of the agricultura labour forceis engaged in
livestock breeding (43%) and field crops (42%), while the rest (12%) isinvolved in fruit and
wine production and other crops (3%).

The Socidigt Federd Republic of Yugodavia, unlike most other socidist countries, never fully
collectivized agriculture. The result wasthat during the 1980" s, about 75 percent of the arable
land was farmed by private producers, who accounted for about two thirds of dl agricultural
output. In 1989, the private sector accounted for 83 percent of total corn output, 59 percent of
total wheat output, 48 percent of total beef output, and nearly 80 percent of al pork output.
However, private farmers were limited to a maximum of 10 hectares and many private holdings
conssted of severd non-contiguous plots of land.

The socidized sector was dominated by large, verticdly and horizontaly integrated kombinats.
These differed in some significant ways from the state and collective farms of other East
European countries. They were sociadly owned, rather than state owned, and they were
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governed by the idea of workers self-management. In principd, this meant that managers were
elected by the workers, and al decisions were subject to the approval of workers self-
management councils. The result was that these enterprises tended to maximize income per
worker rather than profits.

A magjor effort has been undertaken by the current government to privatize al public companies,
including the kombinats.

Privatisation process

Today kombinats and other socialy owned enterprises (SOE) in the agriculturd sector arein the
process of privatization. It isestimated that 70 percent of dl SOE’ in Serbiaarein the
agricultural and food processing sectors.  The privatization process started in 2001 and it is
expected to be completed by 2005. The food processing and retail consumables sectors are to
be privatized according to standard procedures through public tenders and public auctions. As
of January 2003, 196 companies in agribusiness are currently in the privatization process of
which 169 will be sold in auctions and 27 through public tenders. 1ssues and concerns during
the privatization process are: land ownership is not clearly regulated by loca law, mgority of
farms are smdl compared to the western standards, significant debt, lack of working capitd,

low profitability, obsolete agricultura equipment.

South East Europe Free Trade Area

A very important role for the future of the Serbian agricultura production and trade will be
played by the Free Trade Agreements signed with the South East European Countries and
Russia. The South East European Free Trade Area (SEE FTA) includes the following countries:
Albania, Bosnia-Herzegovina, Yugodavia, Macedonia, Moldova and Romania. The main
points of this agreement are:

Conclusion of bilaterd free-trade agreements with al signatory countries as of the end of 2002
Liberdization of at least 90% of mutua trade by the end of 2008
An appropriate common set of preferentid rules of origin

- WTO-conggtent provisions for the gpplication of antidumping, countervailing and safeguard
measures

- Transparent and non-discriminatory measures concerning public procurement, Sete aid and
State monopolies

- Harmonization of trade legidation with that of the EU (especialy customs procedures,
competition law, company law, company accounts, taxes and banking law)

- Intellectua property protection in accordance with WTO standards
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A free trade agreement with Russiawas concluded in August 2000 and isimportant for future
foreign investorsin Yugodavia. It provides for agradua eimination of barriersto export of

Y ugodav products to the Russan market by 2005. The list of products not covered by the duty
free agreement is updated annualy and it currently includes poultry, sugar, chocolate, dcoholic
beverages, cotton and other products. It isimportant to mention that athough the agreement has
been find for more then ayear, Snce it has not been ratified by the Russan parliament.

Robne Reserve

After World War 11, Yugodavia established a state agency (caled Robne Reserve) in charge of
obtaining and maintaining sufficient supplies of so-cdled strategic commodities. These
commodities were desgnated by the government and usudly included wheet, sugar, vegetable
oil, etc. The Robne Reserve would purchase and maintain stocks of al strategic commodities.
In periods of excess supplies, the Robne Reserve acted as a Sate trading company and
engaged in barter trade with other countriesin the region and the Soviet Union. The actions of
the Robne Reserve were confidential. Even today with its powers severely limited, the work
and actions of the Robne Reserve on the Republican leve (the only leved that exists today)
remain confidentid. The Robne Reserve currently is acting as a Sate trading entity, and reports
to the Council of Ministers of the Government of Serbia. As a State trading company, it
continues its involvement in barter and credit, plus exports and imports of strategic commodities
but to alimited extend due to a much lower budget. During the 2002 marketing year, the Robne
Reserve purchased less then 10% of the wheet crop for export or barter for heating oil and
other fuds Theligt of drategic commodities varies from year to year, but in 2002, it included:
wheat, flour, meat, sugar and sunflowerseed ail. Another role of the Robne Reserve in Serbia
today isto provide seeds, fud, fertilizers and other chemicd, to the kombinats and other
agricultura companies on a barter bass in exchange for a share of the future crop output. The
Robne Reserve, as a Serbian agricultura agency, continues to operate in secrecy and does not
reved information on level of stocks held or implicit price system used for barter.

Poultry

Due to high production costs, a severe shortage of bank credit, and reduced domestic demand
over severd years, Yugodaviastota poultry meat production declined from 85,000 MT in
1999, to only 71,000 MT in 2001. Tota production in 2002 was estimated to reach 70,000
MT, while for 2003, FAS Belgrade forecasts an increase in poultry production by 6 percent to
75,000 MT. Since Yugodavia has very limited exports of poultry (only to Bosniaand
Herzegoving) nearly al poultry production is consumed domesticaly. Poultry mesat
consumption is expected to increase in marketing year (MY) 2003 primarily as aresult of
growing disposable income. Poultry imports are also expected to risein MY 2003 to 10,000
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MT, due primarily to strong marketing campaigns and competitive prices offered by companies
from Hungary and Sovenia

Totd Serbian imports of poultry productsin 2001 ( from al origins) were 7,042 MT, vaued a
$ 6,937,000, amost double that of 2000. For the period January-June 2002, 4,837 MT were
imported, valued a $ 3,527,000. The main countries exporting poultry to Serbia are Sovenia,
Hungary, Greece, and The Netherlands.

Officidly in Serbia, imports have been liberdized (i.eno licenses and quotas), and customs tariff
of 30 percent plus 0.5 percent is gpplied as a customs fee. There is an additional import tax
between 21-34 din/kilo depending of the type of chicken product being imported. The tariff rate
for poultry meet and products in Montenegro is zero plus 1 percent as a customs registration
fee. Montenegro has no additiond customs tax on poultry products.

Domestic production has strong support from Republican officids. Further liberdization of the
tariff regime is not expected. With WTO accession negotiations, expected to sart in 2003,
there may be about a reduction in bound tariff levelsin Serbia and increased tariff levelsin
Montenegro. European accession negotiations began in the summer of 2002.

Grains

Production of Serbias winter wheat crop is about 2.2 million metric tons (MT) for marketing
year 2002, or about 20% lessthanin MY 2001. Serbiais anet exporter of wheat and during
MY 2002 exported 372,000 MT of wheat. The MY 2002 winter barley crop is also estimated
to be 20% less compared to last year and 20 percent less that than initid forecast of 300,000
tons. Thus, in MY 2002, production of barley isforecast at 240,000 MT.

This year Serbia planted 1.2 million hectares (HA) of corn with atotal MY 02 production of 5.5
million metric tons. Despite the delays caused the warm weather and lack of rainin the
springtime, the 2002 corn crop was arecord. Serbiais mostly a net exporter of corn except in
drought years (last timein MY 1999 when it imported over 300,000 MT of corn). During MY
2002 Serbia has exported only 100,000 MT due to high domestic prices.

The Serbian government determines the export quotas for mgor crops at the beginning of every
caendar year. Quotas are set both in metric tonsand in value, and are distributed for corn by
quarters on "first come, first served” basis and for wheat through the public tender system. A
deposit of 5 percent of the value of the quotais required to participate in the tender process.
Imports are subject to a gpecia temporary import tax, which is determined every year and is
valid for acertain period of time during the year. These taxes are introduced to protect loca
production and to make prices of imported products higher or equa to localy produced
products. These taxes are cancelled during periods of the year when the market has already
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absorbed the local production and demand must be met by imports. The system exists only for a
limited list of products, mainly livestock production, oilseeds and afew grain products.

Products that currently have temporary taxes are: durum whesat planting seeds (2.5 diner/kilo),
durum whest, commercia (1 dinar/kilo) and regular non-durum commercia whest (1 dinar/kilo).
The import duty on whest is currently 30 percent plus 0.5 percent customs fee. The import duty
on corn and barley is currently 30 percent plus 0.5 percent customs fee. There is no temporary
tax on corn and barley.

Oilseeds

A total of 120,000 HA were planted with soybeans this past spring (2002). Total Serbian
production of soybeans for 2002 MY was 250,000 M T, which is not enough to cover

domestic needs for soybean meal. Serbia consumes about 260,000 MT of soybean medl. Due
to limited supplies of soybeans for processing, Serbiaimports soybeans and soybean med
annualy. Mgor suppliers of soybeansto Serbia are Brazil, Hungary, Romania and the United
States. According to the latest data for CY 2000, Hungary accounted for 99 percent of dl
imported soybeans, which isamgor change, from last year (CY 1999), when Romania
accounted for 61 percent, followed by the U.S. with 20 percent and Hungary with 9 percent.

Over thelast 10 years, crushing plants in Serbia were importing soybeans from neighbouring
countries, mainly Romania and Hungary, under specid contracts for processing into soybean
meal and oil and then re-exporting the products back to the origina suppliers. Mgor suppliers
of soybean med to Serbia are Argentina and Brazil followed by Holland. Smdl quantitiesare
gtill imported from Hungary, the USA and Denmark. At present, soybean medl hasa
temporary import tax of 3 dinar/kilo. Thistax isvalid for the period September - March, in an
effort to protect locd crushers. By March/April, the market has absorbed locally produced
soybean med, and the temporary import tax islifted. The import duty for soybean med and
soybeansis 5 percent plus 0.5 for customs fee, from al origins.

Sunflowerseed was planted on 150,000 HA MAQ2 in Serbia. With an average yield of 2 tons
per hectare, total production in 2002 reached 300,000 MT. Thisis considered enough for
domestic needs. The import duty on sunflowerseed is currently 20 percent, plus 0.5 percent
customs fee and, plus atemporary import tax of 2 dinarg/kilo. Thereisan import duty on
sunflower med of 10 percent, but no temporary import tax. Duties on sunflower ail, both crude
and refined, are 30 percent, with no temporary import tax.

Totd production of vegetable oil (soya, sunflower and rapeseed ail) in Yugodaviain MY 2003
isforecast at 150,000 MT, which is enough for annua domestic needs (130,000 MT in totd).
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Sugar

In marketing year 2002 sugar beets were planted on 51,000 hectares. With average yields of
40 MT/hectare, totd production reached over 2 million tons. Expected quantity of refined
sugar in Serbiaisforecast a 260,000 MT for 2003, which is enough to cover domestic needs.
During MY 2002 Y ugodaviawas granted permission by the EU to export 120,000 MT of
refined sugar. Serbia has requested permission from the EU to export another 150,000 to
200,000 MT of refined sugar during MY 2003. Thisis part of measuresto support sugar
production in and help with recongtruction of sugar refineries. Theimport duty on suger is
currently 20 percent plus a 0.5 percent customs fee. Serbia has seven operational sugar
refineries and dl of them were privatised in 2002. Three refineries were sold to aloca investor
while four were sold to foreign investors from Italy, Greece and Jordan.

Planting subsidies/export subsidies

During MY 2002 Serbian Ministry of Agriculture was paying premiums or planting subsidies for
the following crops:

Sugar beets: 12,300 dinars ($200) per hectare of the planted sugar beet with the advance
payment of 7,500 dinars ($123) per hectare. Yield of sugar beet per hectare must be a
minimum of 38 metric tons.

Tobacco leaf: 40,000 dinars ($655) per hectare of planted and grown tobacco leaves
and with possible advance payment of 25,000 dinars ($410) per hectare.

New plum tree seedlings: 40,000 dinars ($655) per hectare, with advance payment of
20,000 dinars ($328) per hectare

New vineyard seedlings: 100,000 dinars ($1,640) per hectare with possible advanced
payment of 50,000 dinars ($820) per hectare.

For the 2003 marketing year the Serbian Ministry for Agriculture has proposed subsidies a the
same levels and has added soybeans at 4,000 dinars ($66) per hectare, sunflowerseeds at
4,000 dinars ($66) per hectare, and a subsidy for the enlargement of agricultura plotsat an
unspecified level. These subsidies need to be approved and included in the new 2003 budget.

Export subsidies

For MY 2002 the Serbian Government st aside 652 million dinars (around $10 million) for
export subsidies of agricultura products. Subsidies were paid for export of fruits/ vegetables,
graing/oilseeds and mest in the percentage of 1%, 3% and 7% of the exported value,
respectively. For the 2003 MY neither of the agricultural budgets (Serbia and Montenegro)
contain provisons for export subsdies.
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Serbia and Montenegro Today

The government of Serbia and Montenegro needs to unite the three different trade zones in order
to be an effective player in the internationd trade arena. Being isolated from mgjor trade and
diplomatic channdsfor 10 years had a devastating impact on the country and the economy. The
current government has initiated efforts to meet the requirements of severa bilatera and multilateral
trade agreements:

- The government has gpplied for membership World Trade Organization

- With European Union (EU) membership as an ultimate god, negotiations are underway for
Sgning a Stabilization and Association Agreement (SAA) with the EU by mid-2003; and for joining
with eight other Central and East European countries as part of the South and East Europe Free
Trade Area

- Yugodavia has sgned a prdiminary declaration of cooperation with European Free Trade
Association (EFTA) countries that provides equd trestment of Yugodav productsin the EFTA
members-- Switzerland, Norway, |celand and Liechtenstein.

- A freetrade agreement with Russiawas concluded in August 2000 that will diminate Russa’ s
import barriersfor Y ugodav products by 2005.

- Regiond trade agreements (Balkans, SE Europe) are being implemented.
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Value of Exports

Valuein millions of USD

Product 1998 1999 2000
Processed Products 110 80 58
Field crops 89 60 42
Fruit growing 10 14 7.3
Viticulture 0.1 0.1
Livestock breeding 11 5.8 8.1
Fisheries 4.2 2.5 12
Value of Imports Valuein millions of USD
Product 1998 1999 2000
Processed products | 266 151 148
Field crops 63 37 31
Fruit growing 188 107 109
Viticulture 35 2.1 12
Livestock breeding 11 5.7 7.1
Fisheries 18 8.1 8.8




